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1. This paper consists of 15 pages.  
2. You are reminded that answers may NOT be written in pencil.  NO tippex may be used. 
3. The marks shown against the requirement(s) for every question should be regarded as an 
indication of the expected length and depth of your answer. 
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5. The reading time will be before the writing time begins during which you should read the 
question paper and, if you wish, highlight and/or make notes on the question paper. 
However, you will not be allowed, under any circumstances, to open the answer book and 
start writing or use your calculator during this reading time. 
6. Answer ALL questions in the answer book/s provided. 
7. Show all calculations clearly. 
8. Silent, non-programmable financial calculators may be used, unless otherwise instructed. 
9. All open spaces must be crossed out with a pen.   
 
Section Marks  Time allocated (minutes) 
 Reading  -- 20 
 A 50 60 
 B 25 30 
 C 75 90 
 
Total    150 200 
 
Page 2 of 15 
  
MODULE: Financial Management 3B (BSR3B01) (LAO – NOVEMBER 2017) 
 
SECTION A    [50 MARKS] 
QUESTION 1 (50 Marks) 
[Where applicable, round all answers to the nearest rand] 
 
Select the correct option by WRITING the corresponding letter of the answer on the answer 
sheet. 
 
Question 1.1 
 
The weighted average cost of capital for a company is dependent upon which of the following: 
 
I. Debt-equity ratio  
II. Financial risk 
III. Individual tax rates 
IV.    Return on assets 
 
A I and II only 
B I, II, and IV only 
C II and III only. 
D I and IV only          (1) 
 
Question 1.2 
 
Which of the following statements is incorrect regarding the Traditional theory on capital 
structure? 
 
A Introducing debt into a company’s capital structure brings with it financial risk 
which increases the cost of equity. 
B The cost of debt is lower than the cost of equity due to lower risk and tax 
advantages.  
C The optimal target capital structure for a levered company is affected by the level 
of debt. 
D A company with debt will always have a lower WACC than a company without debt.                 
  (1)      
 
Question 1.3 
 
Your firm uses both preference and ordinary shares as well as long-term debt to finance its 
operations. Which one of the following will decrease the capital structure weight of the debt, all 
else equal? 
 
A A decrease in the market price of the ordinary shares. 
B An increase in the number of shares of preference shares outstanding. 
C An increase in the quoted price of the firm’s bonds as a percentage of face value. 
D A decrease in the market price of preference shares outstanding.          (1) 
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QUESTION 1 (Continued) 
Question 1.4 
 
Enzo Ltd just paid an annual dividend of R15.50 per share. The market price of the share is 
R175.75 and the growth rate is expected to be at a constant rate of 6% per annum. What is 
Enzo’s cost of equity? 
 
A 14.82%   
B 8.82% 
C  15.35% 
D 9.35%          (2) 
 
The following information applies to question 1.5 – 1.6 
 
Champion (Pty) Ltd has a debt-equity ratio of 1.5. The cost of equity is 17% and the after-tax 
cost of debt is 9%.  
 
Question 1.5 
 
What is Champion’s weighted average cost of capital? 
 
A 12.20%   
B 13.80% 
C 12.79% 
D 10.69%          (2) 
 
Question 1.6 
 
Assuming all other variables remain constant, how will a change in the debt-equity ratio to 50% 
affect Champion’s weighted average cost of capital? 
 
A Champion’s weighted average cost of capital will remain constant. 
B Champion’s weighted average cost of capital will increase. 
C Champion’s weighted average cost of capital will decrease. 
D Impossible to determine.          (2) 
 
Question 1.7 
 
Which of the following risks will influence the cost of equity of a company? 
 
I. Business risk. 
II. Personal risk. 
III. Health risk. 
IV. Financial risk. 
 
A II only. 
B IV only. 
C II and III only. 
D I and IV only.          (1) 
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QUESTION 1 (Continued) 
Question 1.8 
 
Which of the following is incorrect regarding the dividend growth model? 
 
I. The dividend growth model generally produces the same estimated cost of equity 
for a firm regardless of the source of information used to predict the rate of growth. 
II. The dividend growth model can only be used if historical dividend information is 
available. 
III. The dividend growth model is applicable only to firms that pay a constant dividend. 
IV. The dividend growth model ignores the risk that future dividends may vary from their 
estimated values. 
 
A II only. 
B IV only. 
C I, II and III only. 
D III and IV only.          (1) 
 
Question 1.9 
 
Which of the following is an assumption of the Modigliani and Miller theory on capital structure? 
 
I. Capital markets are perfect.   
II. There are no transaction costs. 
III. All investors have the same expectations about the future. 
IV. Individuals and firms cannot borrow at the same rate. 
 
A I, II, III, and IV only. 
B II, III, and IV only. 
C I, II and III only. 
D I and II only,          (1) 
 
Question 1.10 
 
The outstanding debentures of Samsam Ltd are currently priced at R1 098 each. The 
debentures have a 10% coupon and pay interest annually. The debentures are non-redeemable 
and have a par value of R1 000 each. The company’s tax rate is 28%. What is Samsam’s after-
tax cost of debentures? 
 
A 7.2%.  
B 9.11%  
C 10% 
D 6.56%          (2) 
 
Question 1.11 
The levered cost of capital is: 
 
A the cost of capital for a firm with no equity in its capital structure. 
B the cost of capital for a firm with no debt in its capital structure. 
C the cost of capital for a firm with debt in its capital structure. 
D the interest tax shield times pre-tax net income.          (1) 
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QUESTION 1 (Continued) 
Question 1.12 
 
Assume that you are using the dividend growth model to value shares. If you expect the market 
rate of return to decrease across the board on all equity securities, then you should also expect 
the: 
 
A market values of all shares to increase, all else constant. 
B shares that do not pay dividends to decrease in price while the dividend-paying 
shares maintain a constant price 
C market values of all shares to decrease, all else constant. 
D market values of all shares to remain constant as the dividend growth will offset the 
increase in the market rate.          (1) 
  
Question 1.13 
 
The Price/Earnings (P/E) of a share is 7.5 and the EPS is R5.30. The market price is: 
 
A R39.75 
B R1.42 
C R0.71 
D None of the above          (2) 
 
Question 1.14 
 
Tapcon currently has a profit before interest after tax (PBAT) of R1 125 000. Depreciation is 
expected to be R55 000 next year. Tapcon plans to spend R230 000 on new equipment next 
year. The profit is expected to grow by 10% per annum. Working capital, currently at R60 000 
will also grow at 10% per annum. Tapcon’s free cash flow for next year will be: 
 
A R1 056 500 
B R996 500 
C R944 000 
D R884 000          (2) 
 
Question 1.15 
 
If over time, South Africa has a lower interest rate than the European Union, according to the 
Purchasing Power Parity theory only: 
 
A The Rand will strengthen, relative to the Euro 
B The Euro will strengthen, relative to the Rand 
C The value of the Rand depends on the US Dollar, not the Euro 
D The value of the Rand depends on inflation not interest rates          (1) 
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QUESTION 1 (Continued) 
Question 1.16 
 
The current spot US Dollar /Rand exchange rate is $1=R13.75. The US Dollar is expected to 
trade at an annualised premium of 10% a year from today. The US Dollar/Rand exchange rate a 
year from today can be predicted as:  
 
A $1=R15.13 
B $1=R12.38 
C $1=R13.98 
D $1=R13.52          (2) 
 
Question 1.17 
 
The current spot US Dollar /Rand exchange rate is $1=R13.75. The US Dollar is expected to 
trade at an annualised premium of 10% in two months from today. The US Dollar/Rand 
exchange rate in two months from today can be calculated as:  
 
A $1=R15.13 
B $1=R12.38 
C $1=R13.98 
D $1=R13.52          (2) 
 
Question 1.18 
 
A firm is considering a project which would have an increase accounts receivable of R10 000, 
an increase in accounts payable of R55 000, and an increase in inventory of R30 000. Which of 
the following is true? 
 
A Net working capital will increase. 
B Sales will increase. 
C Net working capital will decrease. 
D This is a net use of cash          (2) 
 
Question 1.19 
 
The most valuable investment given up if an alternative investment is chosen is a(n): 
 
A Salvage value expense. 
B Sunk cost. 
C Opportunity cost. 
D Erosion cost.          (1) 
 
Question 1.20 
 
When firms do not have sufficient available financing to invest in the positive Net Present Value 
( NPV) projects they have identified,                         is/are said to exist. 
 
A excess financing 
B contingency options 
C strategic options 
D capital rationing          (1) 
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QUESTION 1 (Continued) 
 
Question 1.21 
 
Which of the following would be considered a use of funds? 
 
I. An decrease in receivables. 
II. An decrease in payables 
III. An decrease in inventory 
 
A I only 
B II only 
C III only.   
D I and III only          (1) 
 
Question 1.22 
 
When a company is facing capital rationing, the most suitable capital budgeting technique to 
use for ranking projects is called the? 
 
A Net Present Value. 
B Internal Rate of Return. 
C Net Present Value Index. 
D Payback period.          (1) 
 
The following information applies to question 1.23 – 1.24 
 
A 3-year project will cost R60 000 to construct. Wear and Tear is calculated at over 3 year 
period of the project cost. Projected sales is 7 000 units per year, price per unit = R15 and 
variable cost per unit = 8. Fixed costs = R30 000 per year. The required return = 15%. Assume 
cost and revenue grow by 6% per annum and that the South African corporate tax rate is 
applicable. 
   
Question 1.23 
 
The annual wear and tear tax shield for this project is__________ per year. 
 
A R5 600 
B R6 600 
C R8 600 
D R12 600          (2) 
 
 
Question 1.24 
 
What is the after tax operating cash flow in year 1 excluding the tax shield? 
 
A R13 680 
B R26 000 
C R19 000 
D None of the above          (2) 
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QUESTION 1 (Continued) 
Question 1.25 
 
Comparison of the financial statements of two firms in the same general industry may be difficult 
if: 
 
I. The size of the two firms’ operations are similar. 
II. The firms use different accounting policies, such as First In First out (FIFO) and 
Weighted Average.  
III. The firms’ financial statements are prepared using different fiscal year-ends. 
 
A I only 
B II only 
C III only.   
D I and III only          (1) 
 
Question 1.26 
 
Financial ratios that measure the firm’s ability to pay its bills over the short run without undue 
stress are known as: 
 
A Asset management ratios. 
B Long-term solvency ratios. 
C Short-term solvency ratios. 
D Profitability ratios.          (1) 
 
Question 1.27 
 
A firm has interest cover ratio of 4.5 times. This means: 
 
A The firm generated enough cash to cover its interest expense by 4.5 times. 
B The interest expense of this firm exceeded earnings before taxes by 4.5 times. 
C The net income of this firm is sufficient to cover its interest expense 4.5 times over. 
D The firm has sufficient EBIT to cover its interest expense 4.5 times over.            (1) 
 
Question 1.28 
 
A firm has 1.5 million shares outstanding. EBIT is R5 million and interest paid is R2 million. 
Assuming the South African corporate tax rate is applicable, what is the company’s earnings per 
share? 
 
A R 0.50 
B R 0.95 
C R 1.44 
D R 1.70            (2) 
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QUESTION 1 (Continued) 
Question 1.29 
 
Which of the following is/are incorrect regarding Operating leasing? 
 
I. An operating lease does not affect the balance sheet. 
II. In an operating lease, the lessee is entitled to have the asset at the end of the lease 
period. 
III. In an operating lease, the lessee is entitled to a wear and tear tax shield.  
IV. An operating lease will increase the company’s finance leverage. 
 
A II only 
B IV only. 
C II, III and IV only 
D  I and IV          (1) 
 
Question 1.30 
 
Which of the following is/ are incorrect regarding operating leases? 
 
I. The operating lease period is almost the same as the economic life of the asset. 
II. The lessee is obligated to maintain the asset. 
III. The lessee has the right to cancel the contract before expiration. 
 
A I only 
B II only 
C III only.   
D I and II only          (1) 
 
Question 1.31 
 
Which of the following is required in order to calculate the net advantage to leasing (NAL)? 
 
I. The wear and tear tax shield 
II. The lessee’s cost of equity 
III. The lessee’s after tax borrowing rate 
 
A I only 
B II only 
C III only.   
D I and III only          (1) 
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QUESTION 1 (Continued) 
Question 1.32 
 
Your USA operation subsidiary has bought an equipment which costs $15 000, which must be 
sold in 4 years at $2 500.The equipment can be depreciated on a straight-line basis over 5 
years and wear and tear is also applied on the same terms. The equipment can be leased for $5 
000 per year and the tax rate is 35%. Calculate the after tax lease payment amount that should 
be considered when calculating the Net advantage of leasing (NAL).   
     
        
A $1,433 
B $1,750 
C $2,500 
D $3,250            (2) 
 
Question 1.33 
 
Alhaj Ltd uses a constant dividend payout ratio of 5%. During the year ended 2016, they made 
profit before tax of R4 million. The company tax rate is 28%. Calculate the expected dividend 
under the current dividend policy. 
 
A R200 000 
B R1 120 000 
C R144 000 
D R220 000            (2) 
 
Question 1.34 
 
The information content of a dividend increase generally signals that: 
 
A the firm has a one-time surplus of cash. 
B the firm has few, if any, net present value projects to pursue. 
C management believes that the future profits of the firm will be strong. 
D the firm has more cash than it needs due to sales declines.            (1) 
 
Question 1.35 
 
Merlo Ltd maintains a debt-equity ratio of 0.60 and follows a residual dividend policy. The 
company has after-tax profits of R1 600 for the year and needs R2 000 for new investments. 
What is the total amount that Merlo will pay out in dividends this year? 
 
A R0 
B R200 
C R350 
D R600            (2) 
 
 
 “End of Section A” 
Page 11 of 15 
  
MODULE: Financial Management 3B (BSR3B01) (LAO – NOVEMBER 2017) 
 
SECTION B  [25 MARKS] 
QUESTION 2   (15 Marks) 
 
Power Products (Pty) Ltd is a South African based company that imports high quality electronic 
equipment. The company recently acquired electronics from a supplier in the USA for 
US$500 000. The amount is payable in four months’ time. 
 
In order to hedge against the weakening Rand, the financial director is considering taking out a 
forward contract with the bank. The bank is prepared to sell US$500 000 to Power Products on 
a four month FEC at R14.96 per US$. The spot rate for the R/US$ exchange rate today is 
R14.50. The expected inflation rate in South Africa for the foreseeable future is 6% per annum 
and the USA inflation rate for the foreseeable future is 2% per annum. 
 
REQUIRED: 
 
2.1 Calculate and conclude, using the Purchasing Power Parity theory, whether or 
not Power Products should take out the forward cover contract with the bank. 
 
(7) 
2.2 Calculate the annualised discount/premium that the Rand is expected to be 
quoted at in four months’ time.          
 
(6) 
 
 
QUESTION 3  (10 Marks) 
 
Majegu Ltd is a recently listed company on the JSE. The company is run by two young directors 
whose objective is to grow the business. They have decided to maintain a debt-equity ratio of 
0.75. In the financial year ended October 2017, the company made a profit after tax of R8 
million. They have identified a lucrative project to be carried out in 2018 in the banking sector. 
The project will require an initial capital layout of R10 million. Majegu has adopted a residual 
dividend policy. 
 
REQUIRED: 
 
3.1 Calculate the total amount that Majegu will pay out in dividends this year, 
considering the company’s dividend policy.   
 
(6) 
3.2 Explain some factors that the directors may have considered in setting their 
dividend policy. 
(4) 
 
“End of Section B” 
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SECTION C  [75 MARKS] 
QUESTION 4 (25 Marks) 
 
Transpax (Pty) Ltd, hereafter referred to as “Transpax” or “the company”, has been operating in 
the passenger transport industry since 1991. Transpax employs 1 200 employees and operates 
out of three depots situated in Pretoria, Johannesburg and Cape Town.  
 
Mr Kekana, the financial director, would like to sell his 60% ordinary shareholding in Transpax 
and has approached you to assist in providing him with a value for his shareholding. Mr Kekana 
provided you with the following information: 
 
 The company has a long-term loan on which it paid R2 000 000 in interest during the year. A 
similar loan can currently be obtained at an interest rate of 7% per annum. 
 Transpax has a profit after tax of R4 560 000 for the financial year ended 28 February 2017. 
Included in profit after tax is a profit on sale of assets of R300 000 and depreciation of 
R950 000. It is expected that non-current assets will be replaced at an annual cost equal to 
inflation-adjusted depreciation. 
 Profit for the year would have been considerably higher had it not been for a fire at the bus 
depot that caused damage amounting to R650 000(after tax). The depot was not insured 
against fire damage. 
 The expectation is that Transpax will experience nominal growth in profit over the next few 
financial year ends as follows: 
2018: 8% 
2019: 6% 
2020: 6% 
 After 2020 it is expected that nominal growth will be at a constant rate of 8%. 
 Current assets and liabilities are as follows at the end of the 2017 financial year: 
Accounts receivable/Debtors: R100 000 
Inventory: R700 000 
Cash on hand:  R200 000 
Accounts payable/Creditors: R350 000 
 
Transpax has a target D/E ratio of 40%.Equity investors require a return of 17% from Transpax. 
After conducting some research, you determine that inflation is expected to remain fairly stable 
at 5% for the foreseeable future. Company tax rate is 28%. 
 
REQUIRED: 
 
4.1 Prepare a report in which you advise Mr Kekana on the value of his shareholding 
in Transpax (Pty) Ltd on 1 March 2017. 
(25) 
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QUESTION 5 (25 Marks) 
 
Palesa has been working for a Swedish IT Company for more than 10 years. Following the 
recent downgrading of South Africa by credit agencies, her employer opted to close down their 
South African business operations and they retrenched all their employees.  
 
Palesa then decided to use her retrenchment package to open up a business in the hair and 
beauty industry. She was contemplating between buying or leasing a high tech wig making 
machinery, which manufactures all sorts of wigs for both males and females who have scalp 
problems; are recovering from chemotherapy and for those individuals who wish to change their 
look. 
 
When evaluating the financial viability of the business, Palesa‘s calculations yielded a NPV of -
R14 350. Due to the negative NPV, Palesa’s financial analyst friend advised her not to invest in 
the machine.  
 
This prompted Palesa to investigate other financing options. During her investigation, she found 
a local manufacturer that was willing to lease the machine to her. The terms of the lease 
agreement were as follows: 
 
Annual Lease payments: R70 000 (in advance) 
Lease period: 5 years 
Annual maintenance costs: R10 000 (made annually at the end of each year) 
Insurance costs: Nil (covered by the lease agreement) 
 
If the machine is purchased, the maintenance costs would amount to R30 000 per year and 
Palesa would have to pay additional insurance premiums of R800 per month. SARS will give a 
25% wear and tear allowance on the straight-line basis for the machine. The wigs machine will 
have a salvage value of R6 500 at the end of 5 years. 
 
The machine would have a cost of R375 000 to purchase. Palesa’s company would have a cost 
of capital of 14% and a before tax cost of debt of 11.25%. The South African corporate tax rate 
is applicable. 
 
REQUIRED: 
 
5.1 Advise Palesa on whether to buy or lease the wig making machinery by 
calculating the net advantage of leasing the machine 
 
(25) 
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QUESTION 6 (25 Marks) 
 
BEEMA is a JSE listed South African car manufacturing company that operates in a highly 
competitive market in terms of product quality, innovation, pricing safety and efficiency.  
 
BEEMA is seeking to grow its business by diversifying its production into manufacturing electric 
cars. Their growth plan includes acquiring a controlling equity stake in a newly formed electric 
car manufacturing company called Gusheshe. 
 
BEEMA has approached the Department of Trade and Industry (DTI) and they have jointly 
signed an agreement for the development and implementation of an electric cars manufacturing 
plant in Limpopo.  
 
Electric car manufacturing is technologically advanced and due to a shortage of skills locally in 
this industry, the DTI will assist BEEMA to acquire highly skilled technicians from India and 
China who will work with South African technicians in order to transfer skills in this industry. This 
project is regarded as being financial viable with a high impact in the country’s development and 
environment. The newly established BRIX development Bank has agreed to finance BEEMA’s 
investment in Gusheshe as well as contribute towards financing the establishment of the new 
plant. 
 
You are currently employed as the financial analyst for BEEMA and you have been provided 
with the following information on Gusheshe: 
 
Gusheshe: Statement of financial position as at 30 June 2017 
   
 
2017 2016 
 R’000 000 R’000 000 
Property, plant and equipment 70 370 66 273 
Assets under construction 14 496 11 693 
Intangible Assets 1 068 964 
Other non-current assets 6 920 6 359 
 
92 854 85 289 
   Trade accounts receivable 25 126 23 082 
Cash and cash equivalents 12 186 21 396 
Inventory 15 672 10 345 
 
52 984 54 823 
TOTAL ASSETS 145 838 140 112 
   Equity and liabilities 
   
Total equity 86 217 78 995 
Non-current liabilities 17 814 19 455 
Current liabilities 36 519 34 308 
Current portion of interest bearing liability 5 288 7 354 
TOTAL EQUITIES AND LIABILITIES 145 838 140 112 
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QUESTION 6 (Continued) 
 
Gusheshe: Statement of Comprehensive Income for the year ended  
30 June 2017 
 2017 2016 
 R’000 000 R’000 000 
Turnover 137 836 129 943 
Cost of sales and services (88 508) (74 634) 
Gross profit 49 328 55 309 
Other operating income 2 811 1 370 
 52 139 56 679 
Marketing and distribution expenditure (7 583) (6 931) 
Administrative expenditure (9 050) (6 697) 
Other operating expenditure (incl. salaries) (13 942) (9 100) 
Earnings before Interest and Tax 21 564 33 951 
Finance expense (2 531) (1 148) 
Profit before tax 19 033 32 803 
Taxation (5 254) (10 129) 
Profit for the period 13 779 22 674 
Dividend declared 6 557 3 528 
   
 
Additional Information 
 
Gusheshe also plans to make a series of capital acquisitions towards the building of the new 
electric car manufacturing plant. The capital expenditure will be funded with a mixture of cash; 
debt and equity form both the BRIX bank and other investors. Substantial profits are expected to 
arise because of this expenditure as the project grows and matures. 
 
The administrative costs increased due to additional administrative staff who were appointed to 
help the company to prepare for the new project. 
 
The management deems interest bearing liabilities to be part of debt and non-interest-bearing 
liabilities to be part of total assets. 
 
REQUIRED: 
 
6.1 Analyse and interpret the financial results of Gusheshe in order to advise 
BEEMA management as to whether the acquisition of Gusheshe would be a 
good investment or not. Analyse the ratios under the headings of the following 
major categories showing relevant calculations (Use 365 days per year in all 
calculations) 
 
 Liquidity 
 Debt management 
 Profitability 
 
 
 
 
 
 
 
(4) 
(6) 
(10) 
 
6.2 List any other relevant considerations that the management of BEEMA should 
consider before acquiring Gusheshe 
 
(5) 
 
--o0o---END--o0o--- 
